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Purpose
Comparative International Accounting is intended to be a comprehensive and coherent 
text on international financial reporting. It is primarily designed for undergraduate 
and postgraduate courses in comparative and international aspects of financial report-
ing. A proper understanding requires broad overviews (as in Part I), but these must be 
supported by detailed information on real countries and companies (as in Parts II to IV) 
and across-the-board comparisons of major topics (as in Parts V and VI).

This book was first published in 1981. Until this present edition (the fourteenth), 
the book was jointly written by Christopher Nobes and Robert Parker. However, Bob 
Parker died shortly after the thirteenth edition was published in 2016. This edition is 
dedicated to his memory; see obituaries in the 2016 volumes of Accounting and Business 
Research and Accounting History. Bob’s last publication was a review of the development 
of the contents of this book (and therefore of the world of international accounting) 
over its thirteen editions from 1981 onwards. Readers can consult this in Volume 21 
(Issue 4) of Accounting History.

This edition is a complete updating of the thirteenth edition. For example, since that 
edition, the International Accounting Standards Board (IASB) issued a revised Concep-
tual Framework in 2018; many Japanese companies have volunteered to adopt Interna-
tional Financial Reporting Standards (IFRS); major new standards on lease accounting 
have been issued by the IASB and in the United States (thereby creating new interna-
tional differences); and much relevant academic literature has been published.

In addition to the extensive updating, I have also:

● added a discussion of international differences in public sector accounting (in 
Chapter 4); and

● completely re-arranged the material on the content of IFRS (by reworking the mate-
rial previously in Chapters 6, 9 and 16 as the new topic-focused Chapters 6, 7 and 8).

A revised manual for teachers and lecturers is available from go.pearson.com/uk/he/
resources. It contains several numerical questions and a selection of multiple-choice 
questions. Suggested answers are provided for all of these and for the questions in the 
text. In addition, there is now an extensive set of PowerPoint slides.

Authors
In writing and editing this book over many editions, Bob Parker and I tried to gain 
from the experience of those with local knowledge. This is reflected in the nature of 
those thanked below for advice and in the note on contributors. For example, the 
original chapter on North America was co-authored by a Briton who had been assistant 
research director of the US Financial Accounting Standards Board; his knowledge of 

Preface
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US accounting was thus interpreted through and for non-US readers. The amended 
version of the US chapter is by this book’s author, who has taught in several US uni-
versities. This seems the most likely way to highlight differences and to avoid missing 
important points through overfamiliarity. The chapter on political lobbying is written 
by Stephen Zeff, an American who is widely acknowledged as having the best overview 
of historical and international accounting developments. The original chapter on cur-
rency translation was written by John Flower, who taught in UK universities but then 
worked in Brussels for the EU Commission, and now lives in Germany. The chapter 
on auditing has been written and revised by those directly involved in international 
audit regulation and practice.

The two original main authors had, between them, been employed in nine coun-
tries. Christopher Nobes currently holds university posts in Australia and the UK.

Structure
Part I sets the scene for a study of comparative international financial reporting. Many 
countries are considered simultaneously in the introductory chapter and when exam-
ining the causes of the major areas of difference (Chapter 2). It is then possible to try 
to put accounting systems into groups (Chapter 3) and to take the obvious next step 
by discussing the purposes and progress of international harmonisation of financial 
reporting (Chapter 4).

All this material in Part I can act as preparation for the other parts of the book. Part I 
can, however, be fully understood only by those who become well informed about the 
contents of the rest of the book, and readers should go back later to Part I as a summary 
of the whole.

Part II examines financial reporting by listed groups. In much of the world this 
means, at least for consolidated statements, using the rules of either the International 
Accounting Standards Board or the United States. There are three chapters on the main 
requirements of IFRS, written in an internationally comparative way. Then, Chapter 9 
examines whether different national versions of IFRS exist. After that, Chapter 10 com-
pares US GAAP with IFRS, and Chapter 11 examines political lobbying about account-
ing standards.

Part III of the book deals with financial reporting in the world’s second and third 
largest economies (China and Japan). They share much in common, including having 
Roman-based commercial legal systems and having requirements for the consolidated 
statements of listed companies that are separate from those for other types of report-
ing. Neither country directly imposes IFRSs or US GAAP, although the influences of 
those systems have been strong. It is therefore clearer to deal with these major coun-
tries (as we do in Chapter 12) separately from those countries using IFRS or US GAAP.

Part IV concentrates on the point raised above: that many countries have separate 
national rules for unlisted companies or unconsolidated statements. Chapter 13 exam-
ines a number of issues relating to the context of reporting by individual companies, 
for example the relationship between accounting and tax. It also looks at the IFRS for 
SMEs. Chapters 14 to 16 concentrate on Europe, where the world’s next three largest 
economies (after the US, China and Japan) are located. EU harmonisation is studied in 
Chapter 14. Then, Chapters 15 and 16 look at the making of the rules for reporting by 



Preface

xix

individual companies in France, Germany and the UK, and at the content and exercise 
of those rules.

Part  V (Chapters  17 and 18) examines, broadly and comparatively, two major 
accounting topics for multinational companies: foreign currency translation and seg-
ment reporting. Part VI (Chapters 19 and 20) looks at two matters that come at the end 
of the financial reporting process: external auditing and the enforcement of the rules.

At the end of the book, there are three appendices: a synoptic table of accounting 
differences across eight GAAPs, a glossary of abbreviations relevant to international 
accounting, and suggested outline answers to some end-of-chapter questions. Finally, 
there are two indexes: by author and by subject.

Acknowledgements
In the various editions of this book, we have received great help and much useful 
advice from many distinguished colleagues in addition to our contributors. We espe-
cially thank Sally Aisbitt (deceased); Ignace de Beelde of Ghent University; Dr Ataur 
Rahman Belal, Aston Business School, Aston University; Véronique Blum of Univer-
stité Grenoble Alpes; Andrew Brown of Ernst & Young; Emmanuel Charrier of Paris 
Dauphine; John Carchrae of the Ontario Securities Commission; Terry Cooke of the 
University of Exeter; John Denman and Peter Martin of the Canadian Institute of 
Chartered Accountants; Brigitte Eierle of Bamburg University; Sheila Ellwood of the 
University of Bristol; Maria Frosig and Niels Brock of Copenhagen Business School, 
Denmark; Simon Gao of Edinburgh Napier University; Michel Glautier of ESSEC, Paris; 
Christopher Hossfeld of ESCP, Paris; Dr Jing Hui Liu, University of Adelaide, Australia; 
Horst Kaminski, formerly of the Institut der Wirtschaftsprüfer; Jan Klaassen of the 
Free University, Amsterdam; Christopher Koch of the University of Mannheim; and 
Stéphanie Tulleau Kontowicz of the University of Bordeaux; Yannick Lemarchand 
of the University of Nantes; Ken Lemke of the University of Alberta; Klaus Machar-
zina of the University of Hohenheim; Rania Uwaydah Mardini of Olayan School of 
Business, American University of Beirut; Malcolm Miller and Richard Morris of the 
University of New South Wales; Geoff Mitchell, formerly of Barclays Bank; Jules Muis 
of the European Commission; Ng Eng Juan of Nanyang Technological University of 
Singapore; Sue Newberry of the University of Sydney: Graham Peirson of Monash 
University; Sophie Raimbault of Groupe ESC, Dijon; Jacques Richard of the University 
of Paris Dauphine; Alan Richardson of York University, Toronto; Alan Roberts of ESC 
Rennes School of Business; Paul Rutteman, formerly of EFRAG; Etsuo Sawa, formerly 
of the Japanese Institute of Certified Public Accountants; Hein Schreuder, formerly of 
the State University of Limburg; Marek Schroeder of the University of Birmingham; 
Patricia Sucher, formerly of Royal Holloway, University of London; Christian Stadler 
of the University of Lancaster; Lorena Tan, formerly of Price Waterhouse, Singapore; 
Ann Tarca of the University of Western Australia; Stéphane Trébucq of the University of 
Bordeaux; Peter van der Zanden, formerly of Moret Ernst & Young and the University 
of Tilburg; Gerald Vergeer of Moret Ernst & Young; Ruud Vergoossen of Royal NIVRA 
and the Free University of Amsterdam; Jason Xiao, Cardiff University; Dr Yap Kim Len, 
HELP University College, Malaysia; and Eagle Zhang of the University of Sydney. We 
are also grateful for the help of many secretaries over the years.



Preface

xx

For this fourteenth edition, Stephen Zeff provided much useful advice on large parts 
of the draft. Despite the efforts of all these worthies, errors and obscurities will remain, 
for which I am culpable.

 Christopher Nobes
 Royal Holloway 
 (University of London), 
 and University of Sydney

Publisher’s acknowledgements
Text Credit(s):
8 Organisation for Economic Co-operation and Development: Prepared from 
Maddison, A. (2001) The World Economy: A Millennial Perspective. Organisation for 
Economic Cooperation and Development (OECD), Paris; 9 United Nations: Compiled 
by the author from data in United Nations conference on trade and development 
(UNCTAD) (2018) World Investment Report 2018, Table 19; 10 The World Federation 
of Exchanges: Prepared using data from World Federation of Exchanges; 
15 Christopher Nobes: Based on Dunning, J.H. (1992) Multinational Enterprises and 
the Global Economy, Addison-Wesley, Wokingham and United Nations Centre on 
Transnational Corporations (UNCTC) (2018) World Investment Report, annex table 2;  
17 United Nations: United Nations Conference on Trade and Development (UNCTAD) 
(2007) World Investment Report 2007: Transnational Companies Extractive Industries 
and Development. Geneva UNCTAD; 17 Fortune Media IP Limited: Prepared by the 
authors from Fortune Global 500; 22 The International Financial Reporting Stan-
dards Foundation: Conceptual Framework for Financial Reporting, March 2018 © 
IFRS Foundation 2017; 29 John Wiley & Sons, Inc.: Gray, S.J. (1988) ‘Towards a theory 
of cultural influence on the development of accounting systems internationally’, 
Abacus, Vol. 24, No. 1, pp. 1–15; 29–30 Springer: Hofstede, G. (1984) ‘Cultural dimen-
sions in management and planning’, Asia Pacific Journal of Management, Vol. 1, No. 
2, pp. 81–99; 30 John Wiley & Sons, Inc.: Gray, S.J. (1988) ‘Towards a theory of cultural 
influence on the development of accounting systems internationally’, Abacus, Vol. 24, 
No. 1, pp. 1–15; 33 World Bank: Prepared by the authors from World Bank statistics 
(such as, http://data.worldbank.org/indicator/CM.MKT.LDOM.NO, accessed 25 April 
2015); 34 Jon Tucker / David Bence: Data from Datastream. Kindly provided in 2007 
by Jon Tucker and David Bence of Bristol Business School; 34 Cornell University Press: 
Zysman, J. (1983) Governments, Markets and Growth: Financial Systems and the Pol-
itics of Industrial Change, Cornell University Press, Ithaca; 35 INSEAD: Prepared from 
tables in OEE/IODS, 2012; 39 The Financial Reporting Council Limited: FRS 102, The 
Financial Reporting Standard applicable in the UK and Republic of Ireland FRS 15 and 
now FRS 102 para. 17.8, Financial Reporting Council; 39 BASF SE: BASF, 2010 Annual 
Report of parent company, page 30; 48 The International Financial Reporting 
Standards Foundation: Conceptual Framework of 2018, para. 2.16, © IFRS Foundation 
2017; 48–49 BASF SE: Reprinted with permission from BASF, 2017 parent company 
Annual report; 49 Elsevier: Gray, S.J. (1980) ‘The impact of international accounting 
differences from a security-analysis perspective: some European evidence’, Journal of 
Accounting Research, Vol. 18, No. 1, pp. 64–76; 50 Felix Soria: By kind permission of 
Felix Soria, adapted from an unpublished draft PhD thesis, University of Reading, 2001; 

http://data.worldbank.org/indicator/CM.MKT.LDOM.NO


Preface

xxi

updated by the authors; 50 Volkswagen AG: Adapted from Volkswagen AG Annual 
Report 2001. Volkswagen AG, Wolfsburg, Germany; 51 The International Financial 
Reporting Standards Foundation: IAS 37 Provisions, Contingent Liabilities and Con-
tingent Assets © IFRS Foundation 2017; 63 Stevens & Sons: David, R. and Brierley, J.E.C. 
(1985) Major Legal Systems in the World Today, Stevens, London. p. 21; 65 Handelsblatt 
GmbH: Hennes, M. and Metzger, S. (2010). ‘Der unbekannte Feind aus London’, Han-
delsblatt, 21 September, p. 18. Retrieved 15 April 2013, from http://www.handelsblatt.
com/unternehmen/management/strategie/iasb-bilanzierungsregeln-der-unbekan-
nte-feind-aus-london/3629726.html; 65 Elsevier: Botzem, S. and Quack, S. (2009). 
‘(No) limits to Anglo-American accounting? Reconstructing the history of the Inter-
national Accounting Standards Committee: a review article’, Accounting, Organiza-
tions and Society, Vol. 34, No.4, pp. 988–98; 66–67 Elsevier: Nobes, C.W. and Stadler, 
C. (2013) How arbitrary are international accounting classifications? Lessons from 
centuries of classifying in many disciplines, and experiments with IFRS data, Account-
ing, Organizations and Society, Vol. 38(8), pp. 73–95 , Reprinted with permission from 
Elsevier; 68 Pearson Education: Mueller, G.G. (1967) International Accounting, Part 
I, Macmillan, New York. p. 2; 68 Pearson Education: Choi, F.D.S. and Meek, G.K. 
(2005) International Accounting, Prentice Hall, New Jersey; 69–70 American 
Accounting Association: AAA (1977) American Accounting Association 1975–1976 
Committee on International Accounting Operations and Education, The Accounting 
Review, 52 (Supplement), pp. 65–132; 71 Elsevier: Puxty, A.G., Willmott, H.C., Cooper, 
D.J. and Lowe, A.E. (1987) ‘Modes of regulation in advanced capitalism: locating 
accountancy in four countries’, Accounting, Organizations and Society, Vol. 12, No. 3, 
pp. 273–91; 71 Taylor & Francis Group: Leuz, C. (2010) ‘Different approaches to cor-
porate reporting regulation: how jurisdictions differ and why’, Accounting and Busi-
ness Research, Vol. 40, No. 3, pp. 229–56; 72 Taylor & Francis Group: Adapted from 
Leuz, C. (2010) ‘Different approaches to corporate reporting regulation: how jurisdic-
tions differ and why’, Accounting and Business Research, Vol. 40, No. 3, pp. 229–56; 
74 American Accounting Association: Nair, R.D. and Frank, W.G. (1980) The impact 
of disclosure and measurement practices on international accounting classifications, 
Accounting Review, Vol. 55(3), p. 429 © American Accounting Association, reproduced 
with permission of the American Accounting Association; 73–74 Price Waterhouse 
International: Price Waterhouse (1979) International Survey of Accounting Principles 
and Reporting Practices, Butterworth, London, p.5; 74  American Accounting 
Association: Nair, R.D. and Frank, W.G. (1980) ‘The impact of disclosure and measure-
ment practices on international accounting classifications’, Accounting Review, 
Vol.  55, No. 3, pp. 426–50; 75 John Wiley & Sons, Inc.: Nobes,  C.W.  (1983) 
‘A judgmental international classification of financial reporting practices’, Journal of 
Business Finance and Accounting, Vol. 10, No. 1, pp. 1–19; 79 John Wiley & Sons, Inc.: 
Adapted from Nobes, C.W. (1998) Towards a general model of the reasons for interna-
tional differences in financial reporting, Abacus, Vol. 34(2), pp. 162–187. 
Copyright © 2002, John Wiley and Sons; 80 Elsevier: D’Arcy, A. (2001) ‘Accounting 
classification and the international harmonisation debate – an empirical investiga-
tion’, Accounting, Organizations and Society, Vol. 26, Nos. 4–5, pp. 327–49; 81 Taylor 
& Francis Group: Cairns, D. (1997) ‘The future shape of harmonization: a reply’, 
European Accounting Review, Vol. 6, No. 2, pp. 305–48; 82 The International 
Financial Reporting Standards Foundation: Conceptual Framework © IFRS 

http://www.handelsblatt.com/unternehmen/management/strategie/iasb-bilanzierungsregeln-der-unbekan-nte-feind-aus-london/3629726.html
http://www.handelsblatt.com/unternehmen/management/strategie/iasb-bilanzierungsregeln-der-unbekan-nte-feind-aus-london/3629726.html
http://www.handelsblatt.com/unternehmen/management/strategie/iasb-bilanzierungsregeln-der-unbekan-nte-feind-aus-london/3629726.html


Preface

xxii

Foundation 2017; 84 Oxford University Press: Linnaeus, C. (1751). Philosophia Botan-
ica. As translated in Linnaeus’ Philosophia Botanica (tr. S. Freer). Oxford: Oxford Uni-
versity Press, 2003; 96–97 The International Financial Reporting Standards 
Foundation: IASC (1992) Constitution of the International Accounting Standards 
Committee, London © IFRS Foundation 2017; 99 The International Financial Report-
ing Standards Foundation: IAS 9 and IAS 22 © IFRS Foundation 2017; 101–102 The 
International Financial Reporting Standards Foundation: IASC (1992) Constitu-
tion of the International Accounting Standards Committee, London © IFRS Founda-
tion 2017; 102 The International Financial Reporting Standards Foundation: IASC 
1990, © IFRS Foundation 2017; 103 Cambridge University Press: Martinez-Diaz, L. 
(2005) ‘Strategic experts and improvising regulators explaining the IASC’s rise to global 
influence, 1973–2001’, Business and Politics, Vol. 7, No.3; 104 Elsevier: McKinnon, 
S.M. and Jannell, P. (1984) ‘The International Accounting Standards Committee: 
A  performance evaluation’, International Journal of Accounting, Vol. 19, No. 2, 
pp. 19–34; 104 Elsevier: Nair, R.D. and Frank, W.G. (1981) ‘The harmonization of inter-
national accounting standards, 1973–1979’, International Journal of Accounting, Vol. 17, 
No. 1, pp. 61–77; 107 Institute of Management Accountants: Choi, F.D.S. (1981) ‘A 
cluster approach to accounting harmonization’, Management Accounting (USA), 
August; 108 International Standards of Accounting and Reporting: International 
Standards of Accounting and Reporting (ISAR) in 1979; 109 The International Finan-
cial Reporting Standards Foundation: IASC © IFRS Foundation 2017; 111 The Inter-
national Financial Reporting Standards Foundation: IASB, 2001 © IFRS Foundation 
2017; 112–113 The International Financial Reporting Standards Foundation: Con-
ceptual Framework © IFRS Foundation 2017; 127 John Wiley & Sons, Inc.: Zeff, S.A. 
and Nobes, C.W. (2010) ‘Has Australia (or any other jurisdiction) “adopted” IFRS?’, 
Australian Accounting Review, Vol. 20, No. 2, pp. 178–84; 129 Vodafone Group Plc: 
Adapted from Vodafone income statement in the Vodafone Interim Announcement, 
2004; 132 GlaxoSmithKline plc: GSK Annual Report 2018 Financial statements; 
134  The International Financial Reporting Standards Foundation: 
IAS 27 – Consolidated and Separate Financial Statements (2008) © IFRS Foundation 
2017; 134 American Accounting Association: Nelson, M.W. (2003) ‘Behavioural evi-
dence on the effects of principles- and rules-based standards’, Accounting Horizons, 
Vol. 17, No. 1, pp. 91–104; 135 Bayer AG: Adapted from the Bayer Annual Report, 2006. 
Bayer AG, Leverkusen, Germany; 136 Alcatel-Lucent: Adapted from Annual Report 
2006, Alcatel-Lucent; 136 Koninklijke Philips N.V: Adapted from the Annual Report 
2008 of Philips NV; 137 Norsk Hydro ASA: Compiled by the authors from data avail-
able in Annual Report 2007 of Norsk Hydro AS; 147 Institute of Chartered Accoun-
tants: Adapted by the authors from a figure kindly provided by Brian Singleton-Green 
of the Institute of Chartered Accountants in England and Wales; 148 Taylor & Francis 
Group: Ball, R. (2006) ‘International Financial Reporting Standards (IFRS): pros and 
cons for investors’, Accounting and Business Research, Special Issue: International 
Accounting Policy Forum, pp. 5–27; 157 The International Financial Reporting 
Standards Foundation: IFRS Standards, Jan 2020 © IFRS Foundation 2017; 158 The 
International Financial Reporting Standards Foundation: IFRS Standards © IFRS 
Foundation 2017; 158, 160, 166 , 171 The International Financial Reporting Stan-
dards Foundation: © IFRS Foundation 2017; 159 The International Financial 
Reporting Standards Foundation: The IASB’s Conceptual Framework for Financial 



Preface

xxiii

Reporting of 2018 © IFRS Foundation 2017; 161 The International Financial Report-
ing Standards Foundation: IASB publishes revised Conceptual Framework 2018 © 
IFRS Foundation 2017; 163 The International Financial Reporting Standards Foun-
dation: Conceptual Framework of 2018 © IFRS Foundation 2017; 166 Association of 
International Certified Professional Accountants: American Institute of Certified 
Public Accountants (AICPA) (2010) Accounting Trends and Techniques. AICPA, Jersey 
City, New Jersey, p.  425; 170 The International Financial Reporting Standards 
Foundation: ASC 606, Glossary © IFRS Foundation 2017; 170 The International 
Financial Reporting Standards Foundation: IFRS 15 Revenue from Contracts with 
Customers © IFRS Foundation 2017; 172 The International Financial Reporting 
Standards Foundation: International Accounting Standards Board (IASB) © IFRS 
Foundation 2017; 180 Volkswagen AG: Adapted from Volkswagen Annual Report 
2001, Volkswagen AG, Wolfsburg, Germany; 181 GlaxoSmithKline plc: GlaxoSmith-
Kline 2018 Annual Report; 182 The International Financial Reporting Standards 
Foundation: IAS © IFRS Foundation 2017; 183 Nobes, C.W. : Nobes, C.W. (2001) Asset 
Measurement Bases in UK and IASC Standards, ACCA, London. Reprinted with per-
mission from Nobes, C.W; 186 The International Financial Reporting Standards 
Foundation: IAS 39 – Financial Instruments: Recognition and Measurement © IFRS 
Foundation 2017; 187 The International Financial Reporting Standards Founda-
tion: IFRS 9 – Financial Instruments © IFRS Foundation 2017; 188 The International 
Financial Reporting Standards Foundation: IFRS 9 – Financial Instruments © IFRS 
Foundation 2017; 189 The International Financial Reporting Standards Founda-
tion: IFRS 9 or US GAAP IFRS 9 – Financial Instruments © IFRS Foundation 2017; 
191 European Court of Human Rights: The Fourth Directive, Art. 12, para. 12 as 
amended in 2013, European Court of Human Rights; 191 BASF SE: BASF 2017 parent 
company annual report; 196 L’Oréal S.A: L’Oréal’s parent financial statements of 2018 
report; 197 Financial Accounting Standards Board: Summary of Statement No. 87 
(SFAS), Financial Accounting Standards Board; 198 Taylor and Francis: Adapted from 
FEE (1995) ‘A classification of non-state pension schemes’, in Survey of Pensions and 
Other Retirement Benefits in EU and non-EU countries. Routledge, London; 203 The 
International Financial Reporting Standards Foundation: Electrolux, a Swedish 
group using IFRS; 205, 210, 217, 230, 231, 235, 236, 238 The International Financial 
Reporting Standards Foundation: © IFRS Foundation 2017; 212 Gee & Company, 
Limited: Garnsey, G. (1923) Holding Companies and Their Published Accounts, Gee, 
London; 212 Financial Accounting Standards Board: Accounting Research Bulletin 
(ARB) No. 51 (Consolidated Financial Statements), Financial Accounting Foundation; 
213 European Union: Seventh EU Directive by pre-2004 EU; 216–217 Financial 
Accounting Standards Board: Accounting Research Bulletin (ARB) No. 51 (Consoli-
dated Financial Statements) Financial Accounting Foundation; 217–218 International 
Power LTD: Annual report of International Power LTD; 220 GlaxoSmithKline plc: 
GlaxoSmithKline 2018 Annual Report, p. 148; 221 Financial Accounting Standards 
Board: APB 16: Business Combinations, para. 12, Financial Accounting Standards 
Board; 231 The International Financial Reporting Standards Foundation: 
International Accounting Standards Board (IASB) © IFRS Foundation 2017; 
231 The International Financial Reporting Standards Foundation: IAS 7 – Statement 
of Cash Flows © IFRS Foundation 2017; 232 Taylor & Francis Group: Dahlgren, J. and 
Nilsson, S.-A. (2012) ‘Can translations achieve comparability? The case of translating 



Preface

xxiv

IFRSs into Swedish’, Accounting in Europe, Vol. 9, No. 1, pp. 39–59; 252 U.S. Securities 
and Exchange Commission: SEC issued Accounting Series Release No. 150, Statement 
of Policy on the Establishment and Improvement of Accounting Principles and Stan-
dards, 1973; 254 U.S. Securities and Exchange Commission: The standard form of 
the audit report in the United States, U.S. Securities and Exchange Commission; 
255 American Institute of Certified Public Accountants: Code of professional Con-
duct and Bylaws, Rule 203 as of June 1, 2013, American Institute of Certified Public 
Accountants; 255 American Institute of Certified Public Accountants: Rules of Con-
duct (1979) American Institute of Certified Public Accountants; 257–260 Financial 
Accounting Standards Board: FASB (1976) Scope and Implications of the Conceptual 
Framework Project, Financial Accounting Standards Board, Norwalk; 259–260 Finan-
cial Accounting Standards Board: Five concept statement, FASB; 260 Financial 
Accounting Standards Board: Statement of Financial Accounting Concepts No. 6, 
Financial Accounting Standards Board; 261–263, 266 American Institute of Certified 
Public Accountants: Adapted from American Institute of Certified Public Accoun-
tants (AICPA) (2010) Accounting Trends and Techniques. AICPA, Jersey City, New  
Jersey, p. 147, 169, 300 and 302; 262 American Institute of Certified Public Accoun-
tants: Adapted from American Institute of Certified Public Accountants (AICPA) 
(2001/2010) Accounting Trends and Techniques. AICPA, Jersey City, New Jersey, p. 311 
(2001), p.  317 (2010); 263 The Financial Reporting Council Limited: Financial 
Reporting Standard No. 3 (1993) The Financial Reporting Council Limited; 268 Finan-
cial Accounting Standards Board: Paragraph 5 of Accounting Research Bulletin (ARB) 
No. 43, Chapter 9C (ASC 360-10-35-4); 268 Caterpillar Inc.: Caterpillar’s 2018 Annual 
Report, p.75; 272 The International Financial Reporting Standards Foundation: 
IAS 27 Consolidated and Separate Financial Statements Superseded by IFRS 10, IFRS 12 
and IAS 27 (2011) effective 1 January 2013 © IFRS Foundation 2017; 272 The Interna-
tional Financial Reporting Standards Foundation: IFRS 10 – Consolidated Financial 
Statements © IFRS Foundation 2017; 272–273 Financial Accounting Standards 
Board: APB 16: Business combinations, Paragraph 11, Financial Accounting Standards 
Board; 280 Accountants Magazine: Seidler, L.J. (1973) ‘The Financial Accounting 
Standards Board: Goldfish in a pool of sharks’, The Accountant’s Magazine, October, 
pp. 558–66; 280 Association of International Certified Professional Accountants: 
Zeff, S.A. (1978) ‘The rise of “economic consequences”’, Journal of Accountancy, 
December, pp. 56–63; 280 Sage publishing: Gipper, B., Lombardi, B.J., and Skinner, 
D.J. (2013) ‘The politics of accounting standard-setting: a review of empirical research’, 
Australian Journal of Management. Vol. 38, No. 3, pp. 523–51; 280 The Financial 
Times Limited: Tricks, H. and Hargreaves, D. (2004) ‘Accounting watchdog sees trou-
ble’, Financial Times, 10 November, p. 19 (c) Financial times limited 2019. All rights 
reserved; 286 McGraw-Hill Education: Keller, T.F. and Zeff, S.A. (eds.) (1969) Financial 
Accounting Theory II: Issues and Controversies, McGraw-Hill Book Company, New 
York, pp. 417–20; 286 J.J. Hangen: Letter stamped ‘ACTION’ from J.J. Hangen, Chair-
man of the FEI Corporate Reporting Committee, to FEI members, dated 15 October 
1969; 288 McGraw-Hill Education: Zeff, S.A. (1985) ‘The rise of “economic conse-
quences”’, the unabridged version of Zeff (1978), reproduced in T.F. Keller and S.A. Zeff 
(eds.) Financial Accounting Theory: Issues and Controversies, McGraw-Hill, New York, 
pp. 19–33; 289 AIDEA: Zeff, S.A. (1993) ‘The politics of accounting standards’, 
 Economia Aziendale (Journal of the Accademia Italiana di Economia Aziendale), 



Preface

xxv

August, pp. 123–42; 290 American Accounting Association: Daley, L.A. and Tranter, 
T. (1990) ‘Limitations on the value of the conceptual framework in evaluating extant 
accounting standards’, Accounting Horizons, March, pp. 15–24; 290 ABC-CLIO: Van 
Riper, R. (1994) Setting Standards for Financial Reporting: FASB and the Struggle for 
Control of a Critical Process, Quorum Books, Westport, CT; 290–291 Fortune Media 
IP Limited: Loomis, C.J. (1988) ‘Will “FASBEE” pinch your bottom line?’ Fortune, 19 
December. pp. 93–101; 291 Cambridge University Press: Tweedie, D. and Whitting-
ton, G. (1984) The Debate on Inflation Accounting, Cambridge University Press, Cam-
bridge. page 74; 293 John Wiley & Sons, Inc.: Taylor, P. and Turley, S. (1986) The 
Regulation of Accounting, Basil Blackwell, Oxford, p.84; 294 Nicholas F. Brady: Letter 
from Nicholas F. Brady to Dennis R. Beresford, FASB Chairman, dated 24 March 1992; 
295 Government Printing Office: Congressional Record – Senate, 3 May 1994, p. S 
5032, Government Printing Office; 295 The Library of Congress: Congressional 
Record – Senate, 3 May 1994, p. S 5040 The Library of Congress; 295 Penguin Random 
House: Levitt, A. with Dwyer, P. (2002) Take on the Street, Pantheon Books, New York, 
page 110; 296 American Accounting Association: Beresford, D.R. (2001) ‘Congress 
looks at accounting for business combinations’, Accounting Horizons, March, pp. 
73–86; 296 U.S. Senate Committee on Banking, Housing, and Urban Affairs: 
Gramm’s Statement at Roundtable Discussion of Accounting for Goodwill’, News from 
the Senate Banking Committee (14 June 2000); 297 The Library of Congress: 15 Con-
gressmen sponsored a bill designed to establish a Federal Accounting, March 2009; 299 
The International Financial Reporting Standards Foundation: IAS Regulation © 
IFRS Foundation 2017; 300 The Financial Times Limited: Quoted in ‘IAS Unstoppa-
ble’, Global Risk Regulator Newsletter (July/August 2003), http://www.globalriskregu-
lator.com/archive/JulyAugust2003–19.html; 301  The International Financial 
Reporting Standards Foundation: ‘EU Accounting Regulatory Opinion on IAS 39’ 
(19 November 2004), IP/04/1385, http://www.iasplus.com/europe/0410arcopinion.
pdf. © IFRS Foundation 2017; 303 The International Financial Reporting Standards 
Foundation: ‘The Enhancement of the Role and Working Process of EFRAG’ (28 Jan-
uary 2004), http://www.iasplus.com/efrag/0404enhancement.pdf. © IFRS Foundation 
2017; 304  The International Financial Reporting Standards Foundation: IASB 
Board requirements © IFRS Foundation 2017; 304 European Union: Philippe May-
stadt, at the invitation of Michael Barnier, the EU Commissioner, 2013; 323 The Min-
istry of Justice: The Ministry of Justice, 1963; 323 Financial Services Agency of 
Japan: Financial Instruments and Exchange Act, Financial Services Agency, The Japa-
nese Government; 324 Business Accounting Council: BAC 2009; 324 The Interna-
tional Financial Reporting Standards Foundation: © IFRS Foundation 2017; 325 
John Wiley & Sons, Inc.: Ozu, C., Nakamura, M., Nagata, K. and Gray, S.J. (2018) 
‘Transitioning to IFRS in Japan: corporate perceptions of costs and benefits’, Australian 
Accounting Review, Vol. 28, No. 84, pp. 4–13; 325 Financial Services Agency of 
Japan: Prepared by the author from announcements by the Financial Services Agency 
of Japan; 327, 354, 359, 360 The International Financial Reporting Standards 
Foundation: © IFRS Foundation 2017; 331 PricewaterhouseCoopers: PwC (2018) 
A Comparison of IFRS and JP GAAP, PwC, Tokyo; 332–333 Accounting Standards 
Board of Japan: Annual report of Japan Tobacco Inc., 2010 p.85–87; 335 John Wiley &  
Sons, Inc.: Xiao, J.Z., Weetman, P. and Sun, M. (2004) ‘Political influence and 
coexistence of a uniform accounting system and accounting standards: recent 

http://www.globalriskregu-lator.com/archive/JulyAugust2003%E2%80%9319.html
http://www.globalriskregu-lator.com/archive/JulyAugust2003%E2%80%9319.html
http://www.iasplus.com/europe/0410arcopinion.pdf.
http://www.iasplus.com/efrag/0404enhancement.pdf
http://www.iasplus.com/europe/0410arcopinion.pdf


Preface

xxvi

developments in China’, Abacus, Vol. 40, No. 2, pp. 193–218; 336 Taylor, S: Taylor, S. 
(2000) ‘Standard bearer’, Accountancy, August, pp. 114–16; 353 Bayer AG: Adapted 
from Bayer AG Annual Report, 2004. Bayer AG, Leverkusen, Germany; 371 European 
Union: Seventh Council Directive 83/349/EEC of 13 June 1983 based on the Article 54 
(3) (g) of the Treaty on consolidated accounts, SECTION 1, Art. 17, European Union; 
376 Taylor & Francis Group: Bailey, D. (ed.) (1988) Accounting in Socialist Countries, 
London, Routledge, p.12; 381 Wolters Kluwer: Bailey, D. and Alexander, D. (2001b) 
‘Commonwealth of independent states (CIS): overview’, in Alexander and Archer 
(2001), pp. 1628–9; 381 Wolters Kluwer: Sokolov, Y.V., Kovalev, V.V., Bychkova, S.M. 
and Smirnova, I.A. (2001) ‘Russian Federation’, in Alexander and Archer (2001), 
pp.  1642–84; 390 Cairn International: Colasse, B. and Standish, P. (1998) ‘De la 
réforme 1996–1998 du dispositif français de normalisation comptable’, Comptabilité, 
contrôle, audit, Vol. 4, No. 2, pp. 5–27; 398 The Financial Reporting Council Limited: 
FRS 100 Application of Financial Reporting Requirements, September 2015, Financial 
Reporting Council; 403 Companies House: Companies House (2018) Company Reg-
ister Activities, 2017 to 2018, Companies House, Cardiff; 416 Dunod Publisher: 
Garnier, P. (1947) La comptabilité, algèbre du droit et méthode d’observation des 
sciences économiques, Dunod, Paris; 418 L’Oréal : Prepared by the author from data 
in the L’Oréal Annual Report, 2005; 419 Loreal: 2018 Annual report of the parent com-
pany of L’Oréal; 423 BASF SE: 2017 Annual report of the parent company of BASF; 
424, 427, 429 The International Financial Reporting Standards Foundation: © IFRS 
Foundation 2017; 425 BASF SE: Adapted from the BASF Annual Report, 2004, p. 92. 
BASF SE, Ludwigshafen, Germany; 450 The Financial Reporting Council Limited: 
Paragraph 10 of the British standard, SSAP 20, now replaced by FRS 102, Financial 
Reporting Council; 450 BASF SE: BASF 2018 annual report, p.74; 451 Loreal: 2018 
annual report (p.313) of the parent company of L’Oréal; 457 American Institute of 
Certified Public Accountants: Lorensen, L. (1972) Accounting Research Study No. 12: 
Reporting Foreign Operations of US Companies in US Dollars, AICPA, New York; 
457 Taylor & Francis Group: Gray, S.J., Coenenberg, A.G. and Gordon, P.D. (1993) 
International Group Accounting, Routledge, London, p.327; 457 Accounting Stan-
dards Committee: ASC (1977) ‘Exposure Draft 21, Accounting for Foreign Currency 
Transactions’, Accounting Standards Committee, London; 461 European Union: The 
EU’s Directive of 2013 (Art. 24); 462 Financial Accounting Standards Board: State-
ment of Financial Accounting Standards No. 52, 1981, page 3, Financial Accounting 
Standards Board; 462 Financial Accounting Standards Board: FASB (1981) Statement 
of Financial Accounting Standards No. 52: Foreign Currency Translation, Financial 
Accounting Standards Board, Stamford, page 3; 463 Caterpillar Inc.: Caterpillar com-
pany 2018 annual report (p. 76); 463 BASF SE: BASF, US GAAP annual report 2004; 
465 The International Financial Reporting Standards Foundation: German phar-
maceutical company, Bayer, notes in its 2017 IFRS report (p.221) © IFRS Foundation 
2017; 465 The International Financial Reporting Standards Foundation: BASF, 
makes this even clearer in its 2017 IFRS report © IFRS Foundation 2017; 466 The Inter-
national Financial Reporting Standards Foundation: IAS 21 -The Effects of Changes 
in Foreign Exchange Rates, 2003 © IFRS Foundation 2017; 466 The International 
Financial Reporting Standards Foundation: IAS 21, Basis for Conclusions, para. 
BC18 © IFRS Foundation 2017; 468 The Financial Reporting Council Limited: State-
ment of standard accounting practice (SSAP) No 20, April 1983 Foreign currency 



Preface

xxvii

translation paragraph 19, Financial Reporting Council; 469 Financial Accounting 
Standards Board: FASB (1981) Statement of Financial Accounting Standards No. 52: 
Foreign Currency Translation, Financial Accounting Standards Board, Stamford; 
472 Institute of Chartered Accountants: Walker, D.P. (1978) ‘An Economic Analysis 
of Foreign Exchange Risk’, Research Committee Occasional Paper No. 14, ICAEW, 
London; 472 American Accounting Association: Aliber, R.Z. and Stickney, C.P. (1975) 
‘Measures of foreign exchange exposure’, Accounting Review, Vol. 50, No. 1, pp. 44–57; 
474 John Wiley & Sons, Inc.: Beaver, W.H. and Wolfson, M.A. (1982) ‘Foreign currency 
translation and changing prices in perfect and complete markets’, Journal of Account-
ing Research, Vol. 40, No. 2, pp. 74–7; 475 Taylor & Francis Group: Patz, D. (1977) 
‘A price parity theory of translation’, Accounting and Business Research, Vol. 8, No. 29, 
pp. 14–24; 480 BP p.l.c.: Adapted from BP’s Annual Report, 1990; 481 BP p.l.c.: Pre-
pared by the author from information in BP’s Annual Report, 2017; 487 The Interna-
tional Financial Reporting Standards Foundation: IFRS 8- Operating Segments, 
paragraph BC 9 © IFRS Foundation 2017; 488 The Quoted Companies Alliance: The 
Quoted Companies Alliance (QCA); 489 European Union: MOTION FOR A RESOLU-
TION, European Parliament, Session document B6–0157/2007; 489 European Union: 
European Commission (2007) Endorsement of IFRS 8 Operating Segments, Analysis of 
Potential Effects – Report, 3 September. page 11; 492 Elsevier: Doupnik, T.S. and Seese, 
C.P. (2001) ‘Geographic area disclosures under SFAS 131: materiality and fineness’, Jour-
nal of International Accounting, Auditing and Taxation, Vol. 10, No. 2, pp. 117–38; 
510 American Accounting Association: American Accounting Association in A State-
ment of Basic Auditing Concepts, published in 1973; 513 Taylor & Francis Group: 
Nobes, C.W. (1993) ‘The true and fair view requirement: impact on and of the Fourth 
Directive’, Accounting and Business Research, Vol. 29, No. 93, pp. 35–48; 516 Interna-
tional Federation of Accountants Company: This Comparative International 
Accounting written by Christopher Nobes and Robert B Parker includes text from State-
ments of Membership Obligations (SMOs) 1–7 (Revised), published by the Interna-
tional Federation of Accountants (IFAC) in 2019, and is used by Pearson with permission 
of IFAC. Such use of IFAC’s copyrighted material and trademarks in no way represents 
an endorsement or promotion by IFAC. Any views or opinions that may be included 
in Comparative International Accounting written by Christopher Nobes and Robert B 
Parker are solely those of Pearson and do not express the views and opinions of IFAC 
or any independent standard setting board associated with IFAC; 517 International 
Federation of Accountants Company: ISA 600 (Special Considerations – Audits of 
Group Financial Statements (Including the Work of Component Auditors); 518 Inter-
national Federation of Accountants Company: IFAC Strategic Plan, 2019–2020, 
November 2018; 519 Public Interest Oversight Board: Public Interest Oversight Board 
(PIOB) How the PIOB operates; 522–523 IFIAR: International Forum of Independent 
Audit Regulators (IFIAR) https://www.ifiar.org/about/; 526 International Federation 
of Accountants Company: IFAC’s Code of Ethics, International Federation of Accoun-
tants Company; 528–529  International Federation of Accountants Company: 
ISQC 1, ‘Quality Control for Firms that Perform Audits and Reviews of Historical Finan-
cial Information and Other Assurance and Related Services Engagements’; 529 Inter-
national Federation of Accountants Company: IAASB, Exposure Drafts and 
Consultation Papers, Feb 08, 2019; 534 International Federation of Accountants 
Company: International Standard on Auditing (ISA) 260, “Communication with 

https://www.ifiar.org/about/


Preface

xxviii

Those Charged with Governance” International Federation of Accountants Company; 
535 International Federation of Accountants Company: IAASB, Audits of financial 
statements for periods ending on or after December 15, 2016; 541 European Union: 
Commission of the European Communities (2000) ‘EU financial reporting strategy: 
the way forward’, COM (2000) 359 final; 545 Taylor and Francis: Adapted and 
up-dated from Brown, P. and Tarca, A. (2005a) ‘A commentary on issues relating to the 
enforcement of international financial reporting standards in the EU’, European 
Accounting Review, Vol. 14, No. 1; 546 American Accounting Association: Zeff, S.A. 
(1995) ‘A perspective on the US public/private-sector approach to the regulation of 
financial reporting’, Accounting Horizons, Vol. 9, No. 1, pp. 52–70; 569 Organisation 
for Economic Co-operation and Development: OECD’s Harmonization of Account-
ing Standards, 1986, pages 9–10; 573 The International Financial Reporting Stan-
dards Foundation: IASC/B’s Framework © IFRS Foundation 2017; 573 The 
International Financial Reporting Standards Foundation: IAS 2 – Inventories © 
IFRS Foundation 2017.



Part I

SETTING THE SCENE





3

1.1 Differences in financial reporting
1.2 The global environment of accounting

1.2.1 Overview
1.2.2 Accounting and world politics
1.2.3 Economic globalisation, international trade and foreign direct  

investment (FDI)
1.2.4 Globalisation of stock markets
1.2.5 Patterns of share ownership
1.2.6 The international financial system

1.3 The nature and growth of MNEs
1.4 Comparative and international aspects of accounting
1.5 Structure of this book

1.5.1 An outline
1.5.2 Setting the scene (Part I)
1.5.3 Financial reporting by listed groups using IFRS or US GAAP (Part II)
1.5.4 China and Japan (Part III)
1.5.5 Financial reporting by individual companies (Part IV)
1.5.6 Special issues in reporting by MNEs (Part V)
1.5.7 Monitoring and enforcement (Part VI)
1.5.8 The appendices

 Summary
 References
 Useful websites
 Questions

CONTENTS

Introduction1

OBJECTIVES After reading this chapter, you should be able to:

● explain why international differences in financial reporting persist, in spite of the 
adoption of International Financial Reporting Standards (IFRS) by Australia, Brazil, 
Canada, Russia, South Korea, the member states of the European Union and more 
than a hundred other countries;

● illustrate the ways in which accounting has been influenced by world politics, the 
growth of international trade and foreign direct investment, the globalisation of stock 
markets, varying patterns of share ownership, and the international monetary system;

● outline the nature and growth of multinational enterprises (MNEs); and

● explain the historical, comparative and harmonisation reasons for studying 
 comparative international accounting.
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 1.1 Differences in financial reporting

If several accountants from different countries, or even from one country, are given a 
set of transactions from which to prepare financial statements, they will not produce 
identical statements. There are many reasons for this. First, the accounting rules may 
differ both between countries and within countries. In particular, the rules for the 
consolidated statements of groups may differ from the rules for individual companies. 
Multinational enterprises (MNEs) which operate as groups in more than one country 
may find inter-country differences particularly irksome. Also, although all accountants 
follow a set of rules, no set covers every eventuality or is prescriptive to the minutest 
detail. Thus, there is always room for professional judgement, the exercise of which 
depends in part on an accountant’s environment (e.g. whether or not the tax author-
ities are seen as the main users of financial statements).

In this context of this book, ‘accounting’ means published financial reporting to users 
outside the entity. Awareness of the differences in financial reporting has led to impressive 
attempts to reduce them, particularly by the International Accounting Standards Board 
(IASB) and the European Union (EU). The IASB issues International Financial Reporting 
Standards (IFRS). The EU has issued Directives and Regulations. The importance of Amer-
ican stock markets and US-based MNEs has meant that US generally accepted accounting 
principles (GAAP) have greatly influenced rule-making worldwide. All this has certainly 
led to a lessening of international differences but, as this book will show, many still remain.

An example of the accounting differences is provided by looking at the reports of 
 GlaxoSmithKline (GSK), a large UK-based pharmaceutical company. GSK reported under 
UK GAAP until 2004, and then using IFRS from 2005. GSK is listed on the New York Stock 
Exchange as well as in London, and in accordance with requirements of the US Securi-
ties and Exchange Commission (SEC) it had to provide, up to 2006, numerical reconcil-
iations to US GAAP from the earnings and shareholders’ equity numbers as published  
in the statutory financial statements. These are summarised in Tables  1.1 and 1.2.  

Table 1.1 GlaxoSmithKline reconciliations of earnings to US GAAP

UK IFRS US Difference 
£m £m £m (% change)

1995 717 296 -59
1996 1,997 979 -51
1997 1,850 952 -49
1998 1,836 1,010 -45
1999 1,811 913 -50
2000 4,106 (5,228) -227
2001 3,053 (143) -105
2002 3,915 503 -87
2003 4,484 2,420 -46
2004 4,302 2,732 -36
2005 4,816 3,336 -31
2006 5,498 4,465 -19
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Table 1.2 GlaxoSmithKline reconciliations of shareholders’ equity to US GAAP

UK IFRS US Difference 
£m £m £m (% change)

1995 91 8,168 +8,876
1996 1,225 8,153 +566
1997 1,843 7,882 +328
1998 2,702 8,007 +196
1999 3,142 7,230 +130
2000 7,517 44,995 +499
2001 7,390 40,107 +443
2002 6,581 34,992 +432
2003 5,059 34,116 +574
2004 5,925 34,042 +475
2005 7,570 34,282 +353
2006 9,648 34,653 +259

The differences are startling, as may be seen (in percentage terms) in the far right-hand 
column of each table. The largest cause of these differences is the treatment of goodwill 
(see Chapter 8).

Unfortunately, this supply of useful information about accounting differences is 
no longer available from 2007 because the SEC accepts IFRS information from foreign 
companies. However, data from other reconciliations (particularly when a company 
moves from national accounting to IFRS) are given later in this book. So far, it is clear 
that the accounting differences can be very large. No easy adjustment procedure can 
be used, partly because the differences in the accounting numbers depend not only 
on the differences between two or more sets of rules, but also on the choices allowed 
to companies within those rules. The adoption of IFRS by many listed companies, and 
greater convergence between IFRS and US GAAP, has reduced, but not removed, these 
differences.

So far, this book has been written in terms of financial reporting by profit-oriented 
companies, and that is indeed the context of most of the book. However, public sector 
entities (such as governments or universities) also produce financial reports for outside 
users. This type of reporting also differs internationally, as is discussed at the end of 
Chapter 4.

One of the main themes of comparative international accounting is trying to under-
stand why there have been differences in financial reporting in the past, why they 
continue in the present, and why they will not fully disappear in the future. In the next 
two sections of this chapter, we look at the global environment of financial report-
ing, and in particular at the nature and growth of multinational enterprises. We then 
explore in more depth the reasons for studying comparative international accounting. 
In the last section, we explain the structure of the book.
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 1.2 The global environment of accounting

 1.2.1 Overview

Accounting is a technology which is practised within varying political, economic, 
and social contexts. These have always been international as well as national. Cer-
tainly, since the last quarter of the twentieth century, the globalisation of accounting 
rules and practices has become so important that narrowly national views of financial 
reporting can no longer be sustained.

Particularly important parts of the context have been:

● major political issues, such as the dominance of the United States and the expansion 
of the EU;

● economic globalisation, including the liberalisation of, and dramatic increases in, 
international trade and foreign direct investment (FDI);

● the emergence of global financial markets;

● patterns of share ownership, including the influence of privatisation;

● changes in the international financial system; and

● the growth of MNEs.

These developments are interrelated. They have all affected the transfer of account-
ing technology from one country to another and have therefore affected financial 
reporting. They are now examined in turn.

 1.2.2 Accounting and world politics

Important political events since the end of the Second World War in 1945 have 
included: the emergence of the United States and the Soviet Union as the world’s two 
superpowers, followed by the collapse of Soviet power at the end of the 1980s; the 
break-up of the British and continental European overseas empires; and the creation 
of the EU, which expanded from its original core of six countries to include most of 
Western Europe and then many former communist countries. More detail on the con-
sequences that these events have had for accounting is given in later chapters. The 
following illustrations may suffice for the moment:

● US ideas on accounting and financial reporting were for many decades the most 
influential in the world. The collapse of the US energy trading company, Enron, 
in 2001 and the demise of its auditor, Andersen, had repercussions in all major 
economies.

● The development of international accounting standards (at first of little interest 
in the US) owes more to accountants from former member countries of the 
British Empire than to any other source. The International Accounting Standards 
Committee (IASC) and its successor, the IASB, are based in London; the driving force 
behind the foundation of the IASC, Lord Benson, was a British accountant born in 
South Africa.
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● Accounting in developing countries is still strongly influenced by the former colo-
nial powers. Former British colonies tend to have Institutes of Chartered Account-
ants (set up after the independence of these countries, not before), Companies Acts 
and private sector accounting standard-setting bodies. Former French colonies tend 
to have detailed governmental instructions, on everything from double entry to 
published financial statements that are set out in national accounting plans and 
commercial codes.

● Accounting throughout Europe has been greatly influenced by the harmonisation 
programme of the EU, especially its Directives on accounting and, more recently, 
its adoption of IFRS for the consolidated financial statements of listed companies.

● The collapse of communism in Central and Eastern Europe led to a transfor-
mation of accounting and auditing in many former communist countries. The 
reunification of Germany put strains on the economy such that large German 
companies needed to raise foreign capital and had to change their financial 
reporting to do so.

 1.2.3 Economic globalisation, international trade and foreign direct 
investment (FDI)

A notable feature of the world economy since the Second World War was the globalisa-
tion of economic activity. This meant not just the spread round the world of goods and 
services, but also of people, technologies and concepts. The number of professionally 
qualified accountants greatly increased. Member bodies of the International Federa-
tion of Accountants (IFAC) currently have well over two million members. Accountants 
in all major countries have been exposed to rules, practices and ideas previously alien 
to them.

Much has been written about globalisation and from many different and contrast-
ing points of view. One attractive approach is the ‘globalisation index’ published 
annually in the journal Foreign Policy. This attempts to quantify the concept by ranking 
countries in terms of their degree of globalisation. The components of the index are: 
political engagement (measured, inter alia, by memberships of international organ-
isations); technological connectivity (measured by internet use); personal contact 
(measured, inter alia, by travel and tourism and telephone traffic); and economic inte-
gration (measured, inter alia, by international trade and FDI). The compilers of the 
index acknowledge that not everything can be quantified; for example, they do not 
include cultural exchanges. The ranking of countries varies from year to year but the 
most globalised countries, according to the index, are small open economies such as 
Singapore, Switzerland and Ireland. Small size is not the only factor, however, and the 
top 20 typically also include the US, the UK and Germany. A possible inference from 
the rankings is that measures of globalisation are affected by national boundaries. How 
different would the list be if the EU were one country and/or the states of the US were 
treated as separate countries?

From the point of view of financial reporting, the two most important aspects of 
globalisation are international trade and FDI (i.e. shareholdings in a foreign enter-
prise with the intention of acquiring control or significant influence). Table 1.3 
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illustrates one measure of the liberalisation and growth of international trade: mer-
chandise exports as a percentage of gross domestic product (GDP). Worldwide, the 
percentage has more than trebled in the 50 years after the end of the Second World 
War. The importance of international trade to member states of the EU is particularly 
apparent; much of this is intra-EU trade. At the regional level, economic integration 
and freer trade have been encouraged through the EU and through institutions such 
as the North American Free Trade Area (NAFTA, which involves the US, Canada and 
Mexico). The liberalisation has also been due to the dismantling of trade barriers 
through ‘rounds’ of talks under the aegis of the General Agreement on Tariffs and 
Trade (GATT) and its successor the World Trade Organization (WTO). However, trade 
was under threat in 2008–9 for two connected reasons: the ‘credit crunch’ and falling 
demand reduced trade; and rising unemployment led to calls for domestic industries 
to be protected against foreign imports. Again, politically inspired trade wars broke 
out in 2018.

Trade in agricultural products is less liberalised, leading to the criticism that liberal-
isation has benefited developed rather than developing countries. For a discussion of 
both the positive and negative aspects of international trade, see Finn (1996).

The importance of FDI is illustrated in Table 1.4, which ranks the ten leading 
MNEs by the size of their foreign assets in 2018. It also shows the percentages of 
their assets, sales and employees that are foreign, and a simple transnationality index 
(TNI), calculated as the average of the percentages. The home countries of these 
MNEs are the UK (three MNEs), the US (three), Japan (two), and France and Germany 
(one each). The industries represented are oil (five MNEs), motor vehicles (two), 
electrical equipment (one), tobacco (one) and telecommunications (one). BAT, Total 
and Shell have the highest transnationality indices. Of course, the very nature of an 
MNE means that the concept of a ‘home country’ can be ambiguous. For example, in 
Table 1.4, we show Royal Dutch Shell plc as a UK company, as in the source of the data.  

Table 1.3 Merchandise exports as a percentage of GDP, 1950–98

1950 1973 1998

France 7.7 15.2 28.7
Germany 6.2 23.8 38.9
Netherlands 12.2 40.7 61.2
United Kingdom 11.3 14.0 25.0
Spain 3.0 5.0 23.5
United States 3.0 4.9 10.1
Mexico 3.0 1.9 10.7
Brazil 3.9 2.5 5.4
China 2.6 1.5 4.9
India 2.9 2.0 2.4
Japan 2.2 7.7 13.4
World 5.5 10.5 17.2

Source: Prepared from Maddison, A. (2001) The World Economy: A Millennial Perspective. Organisation for 
 Economic Cooperation and Development (OECD), Paris.
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The company is, indeed, legally incorporated in England and Wales. However, here 
are some other facts about it:

● the word ‘Dutch’ (and the ‘Royal’ which relates to the Netherlands not to the UK) 
reflect a former merger;

● its head office is in the Netherlands, as is its tax residency;

● it is listed on stock exchanges in Amsterdam, London and New York;

● it presents its financial statements in US dollars;

● it has operations in 90 countries and shareholders all over the world.

Despite this interesting mix, its choice of England as country of incorporation has 
some major effects, such as:

● the Annual Report is presented under UK law;

● the auditors (PwC, London) are appointed under UK law;

● the calculation of distributable profit is done under UK law;

● the UK Corporate Governance Code is followed.

 1.2.4 Globalisation of stock markets

At the same time as international trade and FDI have increased, capital markets have 
become increasingly globalised. This has been made possible by the deregulation 
of the leading national financial markets (e.g. the ‘Big Bang’ on the London Stock 
Exchange in 1986, and the similar event in Japan in 1998); the speed of financial inno-
vation (involving new trading techniques and new financial instruments of some-
times bewildering complexity); dramatic advances in the electronic technology of 

Table 1.4 World’s top ten non-financial multinationals ranked by foreign assets, 2018a

Company Country Industry

Foreign 
assets 
US$bn

% that is foreign of:

Assets Sales Employees TNIb

Royal Dutch Shell UK Oil 344 84 67 72 75
Toyota Motor Japan Motors 303 64 68 64 66
Total France Oil 235 97 78 67 81
BP UK Oil 220 80 67 59 68
Volkswagen Germany Motors 220 43 81 66 60
Softbank Japan Telecoms 215 73 51 73 66
Exxon US Oil 204 58 65 58 61
British American Tobacco UK Tobacco 189 99 99 86 95
General Electric US Electrical 187 49 62 66 59
 Chevron US Oil 184 72 52 51 60

Notes: (a) For years ending on or first before 31 March 2018. (b) TNI = transnationality index, calculated as an average of the assets, 
sales and employees percentages.
Source: Compiled by the author from data in United Nations Conference on Trade and Development (UNCTAD) (2018) World 
 Investment Report 2018, Table 19.




